


ory 


nt., 


5¢) 


o¢) 





April 15, 1945 





N. A. C. A. BULLETIN 


Vol. XXVI, No. 16 











IN THIS ISSUE 


Accounting Goes Overseas, 
by S. Payson Hall............... 


The Customer and Returnable Con- _ 
tainers, by E. H. Schwagmeyer.... 779 
Retail Inventory Accounting, 


by U. D. Porter 


s+. 


ee 


ee 


nln tesisziiidmtiagsttiilaitilliilaililaéite cise tibininlilatiallliiielt tt LDL LD DLL LLL ALLL 

















EDITORIAL DEPARTMENT NOTE 


As a result of recent changes in the N. A.C. A. Bulletin, it is pos- 
sible, while complying with paper restrictions, to present in this issue 
three main articles in the place of the single article or two-article 
Bulletin which has been common since paper restrictions were im- 

Our first article, entitled, “Accounting Goes Overseas,” is an 
interesting story of how records and accounts have aided in the 
handling of lend-lease materials supplied Russia through Iran. Our 
second article presents the problem of accounting for returnable con- 
tainers from the viewpoint of the customer. Several articles on 
accounting for returnable containers in the books of the owning 
company have been published in past Bulletins; this is the first pres- 
entation from the viewpoint of the customer, who usually has a more 
difficult job because of the variety of containers and terms under which 
they are acquired. The proper application of the retail inventory 
method and its use for tax and managerial purposes is discussed in 
the third article. 

S. Payson Hall, — author of “Accounting Goes Overseas,” is 
presently employed by the Bridgeport Brass Co. A graduate of Cor- 
nell University, he is continuing graduate studies at Columbia Uni- 

versity. He has served as Staff Accountant with Hurdman & Crans- 
toun of New York, as Financial Secretary of the New York Vet- 
erinary College, and as Senior Statement Analyst with the Chase 
———-_ Banke In 1942, while bAgg Bey an accountant for a private 
oar & Sa oy tee - 
the. ome Gul of the U. to serve as civilian 
adviser on accounting requirements. He later ter collaborated with army 
personnel in the installation of the system described in his article. 

“The Customer and Returnable Containers” was written by E. H. 
Schwagmeyer, a te of the University of Illinois and a C. P. A. 
of Illinois ame ichigan. After ye spent eight years on the 

staff of Price, Waterhouse & Co. and several years in invest- 
ment banking and railroad accounting work. He is at £. present 
Assistant Controller of the Caterpillar Military Engine Co., with 
which he has been associated since its inception mm 1942, Mr. 
Sch eyer is currently serving as Director of Publications for 
the Decatur Chapter. 

The author of “Retail Inventory Accounting,” U. D. Porter, is a 
native of Missouri. He is a C. P. A. of Missouri and Texas and prior 
to 1941 practiced public accoun in Kansas City and Houston. 
EY July, 19 ~ag he has served as coullir and Secretary-Treasurer 

ry Goods Co. of Houston. He is a member of the 
See lers oo Dey and the American Institute of Accountants. 


es published in the Bulletin present many different viewpoints. 
ta pking: thom tho. Ainodiatinn La nat eekeoriing the views ex- 
pressed, but fs endeavoring to provide for its members material which 
will be helpful = stimulating. Constructive comments are wel- 
comed and will be published in the Forum Section of the Bulletin. 


This Bulletin is published semi-monthly by the National Association 
of Cost Accountants, 385 Madison Ave., New York 17, N. Y. Sub- 


ice, $10.00 per year. Entered at the Post Office, New 
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ACCOUNTING GOES OVERSEAS 


By S. Payson Hall, Bridgeport Brass Co., 
Bridgeport, Conn. 


eer TEL, accounting and adventure are seldom bedfel- 

lows. Global warfare has wrought many exceptions. As such, 
an account of the forging of a workable set of procedures to 
record and account for the movement of vast quantities of lend- 
lease material across the deserts and mountains of Iran to the 
U.S.S.R. may prove of interest. The discussion ensuing ventures 
to present such an account, adhering to matters accounting as 
closely as possible for the writer, still primed by recent and vivid 
experience. While the past tense has been used, it is indicative 
only of the author’s participation in the undertaking; as far as is 
known, the system herein described is still functioning. 


Iran, formerly and perhaps better known as Persia, is a middle- 
eastern state, and in the language of the geography class, is bound 
on the east by Baluchistan and Afghanistan, on the north by the 
U.S.S.R. and the Caspian Sea, on the west by Turkey and Iraq, 
and on the south by the Persian Gulf, the Strait of Ormuz and the 
Gulf of Oman, which in turn opens into the Arabian Sea and the 
Indian Ocean. 

Iran’s only railway, a single-track line, stretches from the Per- 
sian Gulf ports of Khorramshahr and Bandar Shahpur, northward 
across the southern desert, climbs 7200 feet in 100 miles through 
132 tunnels, skirts the great salt desert of the central plateau, to 
the capital city Teheran, thence northward to the Caspian Sea 
with a spur running northwest toward the city of Tabriz. The line 
was built under the direction of the dictatorial Reza Shah Pahlevi, 
or “Old Shah,” as he is known since his abdication under pressure 
of Allied Armies in October, 1941. Apparently reflecting the 
Old Shah’s fear of his neighbors, the railway stops short by a few 
miles of making contact with the middle-eastern network terminus 
at Basra, Iraq, and with the Russian rail system extending down 
in the north to the Iranian border city of Tabriz. In addition to 
the rail line, there is a north-south roadway, tortuous and danger- 
ous, but passable, and with the improvement of the last two and a 
half years, a major link in the lend-lease life line to Russia. 

In the spring of 1943 American G.I.s and their officers arrived 
in force, eventually to number in the tens of thousands, to assume 
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the task of operating the Persian supply line. For a period of 
several months previous, the British Military and United Kingdom 
Commercial Corporation (U.K.C.C.) had been struggling with the 
job. With the arrival of American troops, deliveries were stepped 
up to staggering proportions, with thousands of tons of cargo 
moving northward to U.S.S.R. daily by rail and truck convoy. 
Assembly plants in the southern desert assembled tens of thousands 
of trucks used both to make up the vast fleet moving back and 
forth in American convoys, and for delivery directly to the Rus- 
sians for use as military vehicles. In addition, planes, both ferried 
in by air and arriving by freighter for assembly, were flown north- 
ward in a steady stream. 


Mission 

* Technically, title to the lend-lease material moving across Iran, 
is assumed by U.S.S.R. at embarkation points in the United States, 
Consequently, the Persian Gulf Command of the U. S. Army is in 
effect acting in the capacity of a carrier, responsible to the Russians 
for all material handled. The Documentation Branch of the Oper- 
ating Division of the P.G.C. was created to maintain the neces- 
sary records to evidence the Command’s performance of this 
responsibility. From the outset the author was keenly aware of 
the major importance of the documentation function. Narrowly 
considered, it was of importance both to supply the Command with 
reliable data as to performance, and to protect it from claims of 
waste, fraud, and gross carelessness. Accurate documentation was 
a matter of even far graver importance, however. The tremendous 
volume of lend-lease aid to our allies promises to be a matter of 
great import in future international relations. The amount of such 
aid must be a fact indisputable, and on the Documentation Branch 
rested the responsibility of assembling the evidence. 

Specifically, the mission of the Branch was to: 


a. Prescribe form and use of waybills. 

b. Account for and audit waybills to the end that receipted 
waybills shall be on file covering all cargo delivered to ulti- 
mate consignees. 

c. Maintain such additional records as necessary to record 
and account for all material offloaded at ports and handled 
by the personnel of, or responsible to, the Command. 
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Unique Conditions , 

Under normal conditions, the task weelié have been routine. 
Conditions, however, far from being normal, were in several 
aspects, unique, and each had bearing on the type of accounting 
system adopted. 

Climate—For a period of six months, the southern Iranian 
desert is unbearably hot, reaching a peak in the summer months 
of 140° F or higher, in the shade, with no relief for days and 
nights on end. Dust storms are frequent. Diarrhea, dysentery, 
sandfly fever, and malaria were prevalent. Obviously, under 
such conditions, bookkeeping and red tape had to be reduced to 
the absolute minimum, military discipline notwithstanding. 

Communication—Round-trip time required to communicate be- 
tween Headquarters, Teheran, and the southern ports, other than 
by cable was approximately a week, making centralization of ac- 
counting work at headquarters difficult, desirable as it would have 
been otherwise because of the more favorable climate and physical 
conditions prevailing in Teheran. 

Relationship with our Allies—Cooperation with other nation- 
alities was an ever-present responsibility. Cooperation with the 
consignee, U.S.S.R., was of first importance, and the difference 
in language and methods gave rise to real problems. In addition, 
the British Military and the U.K.C.C. continued to operate truck 
convoy routes and inland waterways, and the important port of 
Basra in Iraq remained under British control. Lastly, relationship 
with our national host, the Iranians, required finesse. 

Secrecy—Obviously, all information gathered by the Branch 
was of a secret nature and required careful protection to prevent 
disclosure. 

Shortage of Paper—Design of a recording system had to be rec- 
onciled to the limited supply of paper available and to the diffi- 
culty in getting even the limited supply printed, cut, and bound 
into the desired forms. 

Lack of Stability—The activities of the Command were natur- 
ally expanding; new supplementary wharves for unloading, new 
intermediate dumps, new routes, and destination points for truck 
convoys were everyday occurences. Furthermore, military per- 
sonnel was constantly being shifted, making it necessary to adjust 
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to new personalities. Justifiably, we were seldom allowed to for- 
get by the operating men in the field that the main idea was the 


transport of goods. 
Waybiils 


In the confusion of the early months of operation each port and 
dispatching station had improvised its own form of waybill and 
routing thereof. Cargo arrived at. destination accompanied by 
all sizes and shapes of documents in various stages of complete- 
ness, or worse still, without waybills at all. Routing of rail cars 
northward from Teheran depended on the type of load—war- 
stuffs having priority and moving northwest towards the front, 
and raw materials for the factories, foodstuffs, clothing, etc., mov- 
ing in various directions in accordance with their contemplated use. 
Cars arriving at Teheran “sans” waybills or with incomplete or 
illegible waybills had to be delayed for inspection to determine 
nature of the load. 

The need for a uniform form and method of handling of way- 
bills was painfully apparent and occupied first attention of the 
Documentation Branch. Drafts were submitted to and agreed 
upon with the rail and truck transport divisions. Conferences 
with representatives of the U.S.S.R. brought to light certain con- 
flicting requirements that had to be ironed out. The Russians 
wanted the unit of measurement to be one of their choosing, the 
metric ton (2204.62 pounds). Cargo arrived principally in Amer- 
ican bottoms and was marked and manifested in our units, pounds, 
or short tons. Translation of pounds into metric units was un- 
thinkable with temperatures ranging up to 140° F in the shade. 
Pounds and short tons it had to be, but not without the almost 
wistful and artful objection of the Russians at the beginning of 
every conference ; artful, since after conceding this one point each 
time, they would proceed on the assumption that from there on 
it was our turn to concede. 

Further point of difference was the disposition of copies of 
waybills. We had counted on furnishing one copy to consignee. 
The Russians requested two copies; compromise solution was to 
supply one copy of the waybill plus a copy of a listing of motor 
transport (truck) waybills, prepared in any event by and for the 
Motor Transport Division. In addition, we obliged by having the 
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reverse side of the consignee’s copy of the waybill form printed in 
Russian for their convenience. 

The new form was printed in such stock as was available, with 
never more than one or two months’ supply on hand. It was put 
into use on both rail and truck routes under American direction. 
Improvement in waybilling was immediate and material. 

Some defects in the use of the new waybill could never be com- 
pletely overcome. It was extremely difficult to obtain complete 
and legible identification of cargo. Manifest numbers were 
lengthy and cumbersome. Some improvement was obtained by re- 
stenciling each package or crate with the item number appearing 
on the disposal instructions summarizing the manifest. The mani- 
fest often contained as many as a hundred sheets, involving a large 
number of items per sheet. The disposal instructions seldom re- 
quired more than two sheets and generally summarized all cargo 
into less than a hundred items. 

Furthermore, waybills had a way of disappearing. In the case 
of rail, original procedure called for the copy accompanying the 
load to be attached to the outside of the cars. The paper shortage 
and/or the curiosity of enemy agents were nightly relieved by the 
disappearance of the bills from the cars. Final solution came in 
making engineers and truck convoy commanders personally re- 
sponsible for copies of the waybill accompanying the load. 

Lastly, we had some difficulty persuading our British Allies of 
the importance of the waybill. Cargo moving by barge to inland 
points under British direction and thence reshipped by rail under 
American direction were waybilled by British personnel at the 
dispatching station. Responsibility for a large number of the 
instances of faulty waybilling was traced to this source. 


Evidence of Delivery 

The Documentation Branch was charged with the responsibility 
of accumulating necessary documents to evidence delivery of goods 
to consignee. The medium for obtaining such evidence was the 
new form of waybill, which, under the system adopted, called for 
two copies to ~ccompany the load, the consignee’s copy and one 
copy to be returned to Headquarters bearing signature of an au- 
thorized representative of the consignee. This procedure worked 
out well for movements by truck, the Russians noting claimed 
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shortages, damaged material, etc., on the waybills above their 
signature. 

Deliveries by rail presented a more difficult problem. Loaded 
cars were turned over to Russian crews in Teheran in the form 
of assembled trains ready to pull out. Cargo was not loaded from 
cars until the end of the line further north was reached. The 
Russians refused to sign for contents of car in Teheran, on the 
grounds that since cars were accepted without unloading, checking 
of contents was impossible. Final compromise was to secure sig- 
nature on the train consist, a record listing car numbers and way- 
bill numbers of each train moving north out of Teheran, but not 
listing weight or description of contents. This solution was 
worked out and agreed to by United States Army officers. 


Records and Procedures 
By mutual agreement with the Russians each waybill was to 
bear, in addition to the usual description of commodities, identi- 
fying numbers, weights or pieces, etc., and-the names of the ships 
from which cargo was offloaded. This was important in that it 
gave both parties a basis for establishing control. Manifests pre- 
pared at ports of embarkation were available for each ship and 
supplied accurate data as to description and quantities to be un- 
loaded and hence to be eventually delivered. A measure of the 
“disappearance” of cargo was obtained by a comparison of the 
documented deliveries to the consignee with the manifested quan- 
tities for each ship discharging in the gulf. As originally con- 
ceived, the system called for the forwarding of copies of waybills 
directly from dispatching stations (ports and intermediate storage 
dumps) to Documentation Branch Headquarters in Teheran. The 
waybills were prenumbered, and dispatch copies were to be ac- 
counted for numerically and matched up with the receipted copies 
received from the delivery points, thus insuring that all cargo dis- 
patched per waybills was delivered to and receipted for by con- 
signee. Receipted waybills were then to be summarized and posted 
to control cards for comparison with quantities manifested. 
This procedure proved unfeasible, due (a) to impossibility of 
securing sufficient number of legible copies of waybills, (neces- 
sarily prepared in pencil and under difficult climatical conditions) 
and (b) to the lapse of time involved in forwarding waybills to 
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Teheran, auditing and posting in Teheran, and communication 
of differences back to points of origin for investigation. 

After considerable experimentation, a procedure was finally 
evolved and successfully installed involving three basic records in 
addition to the waybill. Before the arrival of each ship, copies 
of each of the three records described below were headed up from 
the ship’s manifest (received in advance by airmail) and the dis- 
posal instruction summarizing the manifest. Individual copies of 
each of the forms were prepared for each commodity by ship of 
origin and sent to the respective discharge, dispatch, and delivery 
station as required. 

Discharge Register—This record consisted of an 8%” x11” 
sheet, or sheets, for each commodity, for each ship. The basic 
entries on this record were made at the port of discharge, i.e., 
itemizing waybill number, date of waybill, destination, and quan- 
tity and weight covering all cargo offloaded into rail car, truck, or 
lighter. As soon as each commodity was completely discharged 
from each ship, this register was totaled, and the total outturn 
was compared with the manifested quantities. Differences were 
investigated on the spot before the departure of the discharged 
ship. Completed sheets of discharge registers were forwarded 
to Branch Headquarters, Teheran, for cross-checking with the 
delivery register. Two columns were provided for on the dis- 
charge register for noting quantities and weight delivered in cases 
where the consignee claimed shortages on delivery. 

Intermediate Point Arrival and Dispatch Register—This record 
consisted of an 8%” x 11” sheet, or sheets, for each commodity, for 
each ship. The basic entries on this record were made at the in- 
termediate stations, i.e., itemizing arrivals (by date, waybill num- 
bers, quantities, and weights) and dispatches (by date, waybill 
numbers, quantities, and weights). Cargo in intermediate dumps 
were physically segregated by ship of origin, where feasible, to aid 
in identification. This register provided a book inventory (differ- 
ence between total arrivals and total dispatches) of all cargo on 
hand at any one time, broken down by commodity and by ship of 
origin. Upon the final dispatch of each commodity from each 
ship, differences between total of arrivals and total of dispatches 
became apparent ard were investigated on the spot. Completed 
sheets of this register were forwarded to Branch Headquarters, 
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Teheran, for cross-checking with the delivery registers. Two col- 
umns were provided for listing quantities and weights delivered 
in cases where the consignee claimed shortages on delivery. 
Delivery Register—This record consisted of an 842” x 11” sheet, 
or sheets, for each commodity, for each ship. The basic entries 
on this record were made at the delivery stations; i.e., itemizing 
delivery date, point of origin, waybill number, quantity, and 


weight. As completed, the sheets of this register were forwarded“ 


to Branch Headquarters, Teheran, for cross-checking with dis- 
charge and intermediate point dispatch registers. Significant dif- 
ferences between dispatches and deliveries were immediately in- 
vestigated. 

Totals of the delivery register provided permanent record of 
deliveries of each commodity, by ship of origin. Supporting the 
delivery register were the receipted copies of the truck waybills 
and the receipted train consist, as previously described. By agree- 
ment of the responsible army officers, the receipted copies of the 
truck waybills were kept on file by the Motor Transport Division, 
rather than with the Documentation Branch. 


Conclusion 


We believed the system described minimized the red tape and 
record keeping necessary to produce the results under the existing 
conditions. The considerable amount of decentralization achieved, 
while unfortunately requiring the deployment of more personnel 
to the undesirable port area, allowed for the immediate investiga- 
tion of differences at the points where they occurred. Perform- 
ance under the system was reasonably satisfactory. Unlocated dif- 
ferences were running well under 5 percent, a reasonable goal con- 
sidering the manifest difficulties involved. Chief source of trouble 
continued to be in careless and inadequate waybilling, a condition 
which showed gradual improvement. 

In closing, it gives the author rea! pleasure to pay earnest tribute 
to the hard-working, faithful, enlisted personnel of the Documenta- 
tion Branch, to their two fine officers, Major James G. Allen and 
Captain Harold S. Ahrens, both of New York City, and to all 
of the outstanding personnel of the Persian Gulf Command, who 
are cheerfully and competently performing an inglorious but vital 
task in a physically unhospitable land. 
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- THE CUSTOMER AND RETURNABLE CONTAINERS 
By E. H. Schwagmeyer, Assistant Controller, 
* Caterpillar Military Engine Co., Decatur, Ill. 
ng = problem of accounting for returnable containers and their 
nd return to the owner is usually considered in accounting liter- 
ed* ature from the owner’s point of view, whereas the customer who 
- pays the deposits is frequently cast in the role of the forgotten 
f- man and is left to solve his accounting problems as best he can. 
- And his problems are many, for the containers he receives are a 
heterogeneous lot consisting of, but not limited to, kegs, boxes, 
of barrels, skids, steel drums of various weights and sizes, cans, car- 
ne boys, reels, spools, oxygen and acetylene cylinders, burlap bags, 
Is tarpaulins, shipping hooks, table clamps, etc. The accounting de- 
~3 manded by the owners is often as lacking in uniformity as the 
” containers themselves. Some owners require deposits; some do 
a, not. Others require deposits of different amounts depending on 
the size and weight of containers shipped. And yét others charge 
a per diem rental rather than a deposit. 
It should be apparent that the problems involved can be the 
d source of a variety of headaches and inconveniences to the har- 
8 assed customer, and further, that the situation takes on added im- 
: portance in these war days of scarcity of materials, particularly 
of metals. 


The handling of and accounting for returnable containers by a 
customer as described herein is predicated upon the existence in 
his organization of a reclamation section. 


le Handling at Time of Purchase 


First of all, the matter of containers and their returnability 
should be duly considered by the representatives of the purchasing 
department when a purchase is made and the purchase order is 
written. Terms relating to containers are as important as f.o.b. 
points or discount terms. The purchase order should carry com- 
plete provisions as to whether deposits are required and, if so, in 
what amount. Rental terms, if applicable, should be clearly stated 
as should also freight terms for the return of the containers. 
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When the Container is Received 

When a shipment containing returnable containers is received, 
lot numbers are painted on the containers by the receiving depart- 
ment, or if this is not practicable, tags carrying the lot numbers are 
attached to the containers. In the event that more than one purchase 
order is represented in the shipment, a separate lot number is as- 
signed to the containers in each purchase order. Assigning lot 
numbers to the containers is a help to the reclamation section in 
tracing containers which are not returnable to the original owners, 
but which have a sales value. 

The lot number, together with the quantity and brief description 
of the containers, is noted on the receiving report, as, for example, 
“Lot No. 172-20, 55 gallon light drums,” which means that lot 
number 172 consists of 20 light-weight 55 gallon drums. The re- 
ceiving department also notifies the reclamation section of the 
arrival of returnable containers by filling in the upper portion of 
the “Vendor’s Container Record” (Exhibit 1). 


CONTRIVANCE MANUFACTURING COMP ANY o 
VENDOR'S CONTAINER RECORD Lor no, oF 
RECLAMATION SECT 


RECEIVED Fron Zt = 


aporess 
quantity 222 suze ano tree 


contents p.0. no, L532 ____ rary a0. 


REMARKS (DAMAGE, ETC.) 
imal TALLIED 
sy 


RECEIVING REPORT #0. STORAGE LOCATION 


Exuur 1 
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Recording and Tracing by Reclamation Section 


When containers have been emptied or are otherwise ready to 
be returned to the owners, they are transported to the reclamation 
section where they are assembled for shipment. Shipping papers 
and invoices are prepared and processed in the usual manner. 

The vendor’s container record is maintained in the reclamation 
section and is filed in lot number order. As containers are received 
from the factory and returned to the owners, appropriate entries 
are made on the record. When all containers in a lot have been 
returned, the record is transferred to am inactive file. A cross 
reference record by owners’ names is also kept on “Vendor’s Con- 
tainer Lot Number Index” (Exhibit 2) to furnish a means of un- 
tangling mixups which frequently arise. 

Periodic checks of the plan are made by representatives of the 
reclamation section to dispose of containers which, according to 
the records, are accumulating age and appear to have been at 
the plant too long. Physical inventories are likewise taken at 
regular intervals to verify the records, 


CONTRIVANCE MANUFACTURING COMPANY 
VENDOR'S ! INDEX 


OATE P.O. WO. LOT NO. DATE | P.O. HO. LOT WO. fF DATE P.O. m0. LOT HO. 
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Recording by the Accounting Department 


The key to the recording and accounting for containers received 
is the lot number. It facilitates accounting for containers both by 
units and dollars. Furtherfore, it provides a ready means by 
which the reclamation section can run down slow-moving con- 
tainers and thereby minimize the possibility of high deposit drums, 
for instance, being used as waste barrels by enterprising shop 
foremen. 

Deposits are paid by the accounting department on receipt of 
invoices from the vendor. The invoices are attached to vouchers 
along with the corresponding purchase order and receiving report, 
the latter bearing the description of the containers as referred to 
above. Invoices for rental charges are usually received from ven- 
dors at the time the containers are returned. Before payment by 
the accounting department the rental period is verified by reference 
to the dates on the receiving report and shipping papers. Rental 
charges frequently apply to oxygen and acetylene cylinders which 
are serially numbered by the owner. The owner’s numbers offer 
a useful supplement to the customer’s lot numbers at the time of 
receipt of the cylinders as well as at the time they are returned 
to the owner. When deposits are paid they are charged to a 
control account, Container Deposits, which is supported by a sub- 
sidiary ledger having an account for each owner. The account 
shows the lot numbers, quantity of containers received in each lot, 
and the number of containers in each charge-back to the owner. 
When empty containers are returned to the owner, the deposit 
charge is transferred to accounts receivable, and the owner is billed 
therefor. 

In the event containers are received on a memorandum charge 
only, a control account, Containers Returnable to Vendors, is 
debited and the account, Liability for Containers Returnable to 
Vendors, is credited. The control account is supported by a sub- 
sidiary ledger containing individual accounts for each owner sim- 
ilar to that described for Container Deposits above. If containers 
are received free of a deposit charge but are, nevertheless, to be 
returned to the owner, an entry similar to the above, but without 
dollar amount, is made on the books. The lot number and quantity 
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of containers entered on the ledger card furnish sufficient infor- 
mation to afford a check of the transaction when one is required. 

















CONTRIVANCE MANUFACTURING COMPANY 
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MISCELLANEOUS SHIPPING ORDER non 
con 
}CONTRIVANCE MANUFACTURING COMPANY, 17.05 une zz ~~ 
ORCATUR LINCS 
Sheet No. 1 No of Shen |! dicat 
p—] et ei meam See me IG consi 
H : Reterrace RMSO 7256 Deed! 1-21-44 cludi 
2 Dew Shipped 1-16-45 “Rec 
g—| Bettiad is, ros err and 
7 ee in de 
Trafic Ref. a “N 
Sar” | Sarre” | ewan DESCRIPTION eae Lo | BG | cree the _ 
20 5 15 [55 GALLON LT. WT. ORUMS EA} $4.00} $20.00 retut 
M 
LOT NOS.s : “4 and 
5 -10 num 
250-12 cont: 
num 
Ord 
Th 
uary 
in th 
recei 
Exuusit 4 effec’ 
Upon the return of empty containers to the owners a memorandum on 
invoice is issued, and Liability for Containers Returnable is debited -e 
and Containers Returnable to Vendors is credited, no dollar Mar. 
amount being shown on either the entry or invoice. By-I 
The method outlined above thus provides for records kept in days 
the books of account; it also permits a comparison with reclama- ead 
tion records by means of analytical trial balances which show lot ade 
numbers and quantities of containers on hand for each vendor on for 1 
a specified date. 
Alternative Method 
Where containers are not too numerous or not too widely scat- 
tered throughout a customer’s plant, a somewhat simpler method 
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than that described above may be followed.- Under this method 
containers are given lot numbers followed by a suffix to indicate 
the number of the drum in the lot. Thus 151-6, 151-8 would in- 
dicate the sixth and eighth drums in lot number 151 which may 
consist of, say, a total of twenty drums. When a shipment in- 
cluding containers is received, the containers are numbered, and a 
“Request for Miscellaneous Shipping Order” (Exhibit 3) is issued 
and executed, authorizing the return of this lot of drums as listed 
in detail thereon. When the drums are empty and ready for return, 
a “Miscellaneous Shipping Order” (Exhibit 4) is issued against 
the Request for Miscellaneous Shipping Order, and the drums 
returned are crossed off the latter order as shown in Exhibit 3. 


More than one shipping order can be issued against a request, 
and a shipping order may cover more than one request or lot 
number. Periodically a physical inventory of vendors’ returnable 
containers can be taken and checked against the open container 
numbers on the open file of Requests for Miscellaneous Shipping 
Orders. 


. * * * * 


Constitution and By-Laws Changes Approved 


The amendment to the Constitution of N. A.C. A. published in the Jan- 
uary 1, 1945, issue of the N. A. C. A. Bulletin, which provided for an increase 
in the number of Vice Presidents of the Association from two to four, 
received a favorable vote from a majority of the members voting and became 
effective on March 1. 

Published with the amendment to the Constitution in the January 1 
Bulletin were two revisions of the By-Laws which had been approved by 
the National Board of Directors and which also became effective on 
March 1 under the provision of the Constitution that revisions of the 
By-Laws which have been approved by the Board become effective sixty 
days after publication unless 100 members appeal in writing for a vote of 
the membership. The first of these revisions merely brought the By-Laws 
into conformity with the above amendment to the Constitution, while the 
second eliminated the By-Laws requirement that the names of applicants 
for membership in the Association be published in the Bulletin. 
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RETAIL INVENTORY ACCOUNTING re 
By U. D. Porter, Controller and Secretary-Treasurer, os 
Levy Bros. Dry Goods Co., Houston, Texas ay 
5 nee retail inventory method is a system of perpetual stock con- ex 
trol, especially adapted to retail trading businesses. Stock ter 
control is on the basis of retail selling prices rather than on cost pri 
prices as in manufacturing businesses. It is recognized as the dis 
simplest and most satisfactory system of accounting for retail tor 
stores. The method has been adopted by most of the progressive me 
independent specialty and department stores. However, it can be ou 
used to some extent by any retail establishment and is used by lac 
practically all the larger chain organizations. The full benefits of th 
its use cannot be gained, however, except in establishments whose the 
operations can be segregated departmentally into similar merchan- | 
dise classifications; generally speaking, this is most readily done be 
by department and specialty stores. The functions of the retail ate 
method are principally to simplify correct inventory pricing; to rel 
make available an accurate book inventory; to provide necessary stc 
merchandising statistics whenever desired; to show monthly the en 
profit or loss in each department or for the store as a whole; and trt 
to provide a check on the physical inventory resulting in the dis- pa 
closure of shortages and overages ; in short, to provide an effective us 
control over all merchandising activities of the business. ~ 
ch: 
Development of Retail Method is 
The present-day department store wherein merchandise of many fo 
kinds is sold under one roof is a comparatively recent development. of 
As department stores grew in size, the problem of inventorying and ati 
valuing merchandise on hand became more and more burdensome. vo 
Originally cost books were kept in which the unit costs of -all mer- As 
chandise received were entered. Cost prices were coded on the sell- m 
ing price tickets. At inventory time it became a tremendous job to so 
price the merchandise listed. Cost was the most widely used valu- 
ation base. Conservative accounting requires use of the lower of 19 
“cost or market” in valuing merchandise on hand. With a large Vi 
amount of merchandise of varying kinds, the determination of at 
market value became almost an impossibility when original cost pr 
values were the only values reflected in the inventories. It was ur 
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realized that the best basis for determining market values was the 
current selling price. A selling price can be placed on old, obsolete, 
and slow-moving merchandise which will attract buyers and move 
it out of stock. Unless a merchant had only a small stock or had 
expert appraisers for all types of merchandise, he could not de- 
termine market values in cases where they were lower than cost 
prices. In many cases, by using the cost method, some merchan- 
dise in any merchant’s inventory was always listed in the inven- 
tories at a cost price in excess of the selling value. The retail 
method was developed over a long period of years because, obvi- 
ously, the methods of taking inventory at cost or at market were 
lacking in uniformity and accuracy of valuation. To the.extent 
that such methods are still in use, it may be safely said that at best 
they form an uncertain basis for determining true income. 

The retail method received its greatest impetus after 1910 and 
became a recognized method with the establishment of the corpor- 
ate income tax. In the opinion of merchants, accountants in the 
retail stores, and of certified public accountants who audit retail 
store accounts, the retail inventory method, if followed consist- 
ently from year to year, admirably serves the purpose of reflecting 
true income. It has also been found acceptable to insurance com- 
panies as a basis for the adjustment of fire losses. It has been 
used as a method of appraisal in negotiations for the purchase and 
sales of store units and is acceptable to the Securities and Ex- 
change Commission. Essentially it is a “cost or market, whichever 
is lower” method. The use of current retail prices as the basis 
for determining the cost of inventory is considered by advocates 
of the retail inventory method as the most scientific basis of evalu- 
ation yet devised for a retail trading business. Actual costs (in- 
voice costs) may be at variance with current worth of inventory. 
Accurate market values may not always be determinable, and 
merely to estimate market values certainly leaves too much to per- 
sonal opinion and mood at the time of appraising inventory values. 

The retail inventory method, as it evolved in the years- 1910 to 
1920, was based on averages. The inventory was listed by indi- 
vidual departments or natural divisions of merchandise at the price 
at which it was being offered to the consumer, as shown by the 
price on the sales tag. It was then no longer necessary to depend 
upon the individual opinion of a particular buyer. Records were 
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carefully kept throughout the year to show the percentage rela- 
tionship between the invoice prices and the original retail prices of 
all the goods purchased to show the basis or margin upon which 
the buyer marked his goods in order to come out at the end of the 
year with a net profit. From the inventory listed at the retail 
prices, the element of expected or necessary gross markup was sub- 
tracted, with the result that the inventory so computed represented 
a uniform appraisal of the goods as though the entire stock had 
been newly purchased in the market. This new method had the 
great advantage of uniformity plus the collateral advantages of 
permitting monthly and weekly accurate control information con- 
cerning stocks, markups, markdowns, and purchases. From the 
tax point of view, the retail inventory method had the great advan- 
tage of being susceptible of accurate proof with respect to all ele- 
ments of the physical inventory by the agents of the Bureau. 


Mechanics of the Retail Method 


In order to use the retail method effectively, it is necessary to 
departmentalize a store so that the lines of merchandise handled 
in any particular department bear approximately the same per- 
centage of mark-on. The stock records are kept on a departmental 
basis and not on a store-wide basis and to include merchandise 
having widely different mark-on percentages in the same depart- 
ment would not give as accurate results as are desirable. If it is 
impracticable to break up a department which consistently carries 
merchandise bearing widely varying mark-on percentages, it may 
be possible to set up different stock ledgers for different sections 
within the department. 

The operation of the retail method requires use of departmental 
merchandise records kept at retail and also at cost. The cost value 
of merchandise on hand at any time is arrived at by deducting 
from the retail value the accumulated mark-on in the opening in- 
ventory and in the purchases for the period to the closing inven- 
tory date. The mark-on is thus an average relation between the 
total cost value of all merchandise, including opening inventory, 
handled between inventory dates and the total original retail value 
of the same merchandise. Because of this averaging principle the 
cost of sales and the cost of the inventory under the retail method 
are not exact costs, but represent calculated costs. The mechanical 
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setup of the method is illustrated in Exhibit 1 and commented on 













































a- 
of below. 
ch ComPuTATIONS ILLUSTRATING Basic ForMuta or RetarL INVENTORY METHOD . 
he Per Cent | 
iil of 
b- Retail Cost Mark-on Mark-on 
1. Opening inventory (close 
ad preceding period) ......... of 37,500.00 $25,000.00 $12,500.00 33.33 
id 2. Purchases, less returns to 
SEIOD, « 60400-4600000000eb0 9,300.00 5,900.00 3,400.00 26.56 
re 3. Transportation charges .. 100.00 (100.00) 
of 4. Additional markups, less ad- 
ditional markup  cancella- 
Sn sche chovhserh<inends 200.00 200.00 
1e 5. Interdepartmental transfers. (60.00) (40.00) (20.00) 33.33 
" 6. a of inventory, plus ad- 
PE, | GNOME. codccccceccccescces $46,940.00 $30,960.00 $15,980.00 34.04 
7. Net enles ...ccscccccccccce $10,000.00 
8 Markdowas, less markdown 
cancellations ........e.++0 400.00 
af 9. Total retail deduction (sum 
d of items 7 and 8).......... $10,400.00 
. 10. Resultant retail invento 
1 (retail inventory on line 6, 
e column 1, minus item 9)... $36,540.00 
P ll. Calculation of cost per- 
. a. total %........++. 100.00 
~ b. % of mark-on 
, PEE otis sesh: 34.04 
c. % of cost ........ 65.96 
5 12. Inventory cost (item 1l-c 
applied to item 10)........ $24,102.00 
ExuusitT 1 
; Separate departmental stock ledgers are maintained for each 
; department or each section of a department for which the retail 
' method is operated. The merchandise statistics of any given depart- 
ment start with the opening inventory at cost and at retail. The re- 
: tail method requires retailing of each invoice when it is received. 
| The unit selling price is placed on each item on the invoice, and it is 
then extended at retail so that purchases can be cumulated at retail 
as well as at cost. No separate retail is placed on transportation 
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charges, but all such charges are cumulated in such a manner that 
the proper department is charged therewith. 

The markups (line 4) represent upward revisions of retail prices 
after the original selling price has been determined and placed on 
the merchandise. Retail price increases may be justified because 
of higher market prices or errors made in pricing which are dis- 
covered after invoices have been recorded. When an error in 
pricing, requiring a downward adjustment, is discovered, a mark- 
up cancellation is recorded. Downward price adjustments due to 
competitive prices, special promotions, or decreases in retail values, 
without compensating allowance from vendors, should be recorded 
as markdowns and must not be confused with markup cancel- 
lations. 

Occasionally, it may be necessary to transfer certain merchan- 
dise from one department to another or it may be taken from stock 
and used as an expense item (line 5). For practical purposes the 
cost value on transferred merchandise may be dete:mined either 
through reference to the actual invoices or by applying to the 
retail value the average mark-on of the departmenc disposing of 
the goods. Such transactions are recorded both at cast and at re- 
tail in the stock records of the departments involved. 

The total of the foregoing items (opening inventory, purchases, 
transportation charges, markups, and transfers) represents the 
cost and retail value of the merchandise handled during the ac- 
counting period. The difference between cost and retail value rep- 
resents the amount of mark-on, and of course the mark-on per- 
centage is arrived at by dividing the amount of mark-on by the 
retail value of merchandise handled. 

Sales are classified departmentally and represent gross sales less 
credits for returned merchandse (line 7). The most frequent sales 
price changes are markdowns. These are reductions made in the 
original price of merchandise in order to expedite their sales (line 
8). These markdowns (aside from employees’ discounts and cus- 
tomers’ and professional discounts) may serve to dispose quickly 
of slow-moving or inactive stocks, or of broken assortments, rem- 
nants, discontinued lines, and damaged merchandise ; they may also 
reflect a decline of wholesale prices, or allowances to customers. 
Markdown cancellations are used to restore previously marked- 
down merchandise to higher, though not necessarily the original, 
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prices. The most frequent use of a markdown cancellation is to 
restore to the original price the unsold portion of merchandise pre- 
viously marked down for a special sale. For example, 120 boys’ 
sweaters selling regularly at $2.95 are to be offered at a special sale 
at $2.15. A markdown is recorded for the entire stock; after 
the special sale 40 sweaters remain unsold and are to be restored to 
$2.95. A markdown cancellation is prepared, showing an increase 
in price from $2.15 to $2.95 for the 40 sweaters. This markdown 
cancellation reduces the original markdown so that only the actual 
markdown sustained will affect the stock records although the full 
price reduction and price restoration are both recorded. 

The retail inventory at the end of any accounting period is de- 
termined by deducting from the retail value of the merchandise 
handled the total of the sales plus markdowns. The inventory cost 
is then determined by applying to the retail inventory the cost 
percentage which represents 100 per cent less the mark-on per- 
centage (line IIc, and line 12). 


Two Most Common Errors 


From the foregoing illustration it will be seen that it is a simple 
mathematical procedure to determine inventory values under the 
retail method, providing the detailed accounting records are main- 
tained in a manner to give the required information. However, 
there are two errors that sometimes creep into the operation of the 
retail inventory method which are usually traceable to failure to 
understand the principle on which the system is based. This prin- 
ciple, stated in simple terms, is that inventory cost under the retail 
inventory method is based on cost or market, whichever is lower. 
This means that under the retail inventory method losses due to 
shrinkage in the value of goods purchased must be taken in the 
accounting period in which the shrinkage takes place, whether the 
goods have been sold or not. Conversely, gains due to appreciation 
must not be taken until the goods have been sold. If the proper 
procedure is followed, the principle underlying the retail ifventory 
method, bringing about essentially a “cost or market, whichever is 
lower” inventory valuation, will be protected. The two most com- 
mon errors are as follows: 


1. Additional markups are offset against markdowns. 
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2. Markdowns are deducted in arriving at the marl-on per- 
centage used as a basis for determining the cost value of 
retail inventories. 


Offsetting additional markups against markdowns results in an 
inflated inventory value, because this prevents the absorption in 
the current accounting period of the full amount of markdown 
losses. Additional markups should be added to the retail accum- 
ulations thus affecting the mark-on percentage. The higher the 
mark-on percentage, the lower will be the inventory cost. The 
effect of the correct practice is to establish a substitute for invoice 
cost for merchandise valued at retail. The incorrect practice, by 
failing to increase the mark-on percentage, produces an overstated 
inventory cost. 

In the second instance, the deduction of markdowns in ar- 
riving at the mark-on percentage produces an inflated inventory 
and overstated profit. Actually, the effect of handling markdowns 
in this incorrect manner is to bring about a value for the closing 
inventory equivalent to invoice cost but without any allowance for 
shrinkage on unsold goods. This produces an overstatement of 
profit or understatement of loss, which is illustrated as follows: 

Department A’s accumulated purchases and opening inventory 
figures are: Retail, $10,000 ; cost, $6,000 ; and mark-on, 40 per cent. 
During the period net sales were $2,000 and markdowns were 
$200. Omitting stock shortages, workroom costs, and cash dis- 
counts earned, the correct and incorrect methods for arriving at 
the gross margin for the department are computed as follows: 








Correct MeTHop 
Retail Cost Mark-on 

1. Total inventory, plus additions......... $10,000 $6,000 40% 
IED, 6. 60s hennydude touedena dee be $ 2,000 

OD h wae s ndnnisewnsactscbbecss 200 

i ge ee. ee $ 2,200 

5. Closing retail inventory............... $ 7,800 

6. Closing inventory at cost ($7,800 x 60%) 4,680 

7. Cost of sales (line 1 minus line 6).... $1,320 


8. Gross margin (line 2 minus line 7)... $ 
792 
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Suppose the markdowns had been deducted from the retail ac- 
cumulations. The following results would have been brought 
about : 





Incorrect METHOD 











Retcil Cost Mark-on 
1. Total inventory, plus additions........ $10,000 $6,000 40% 
2. Deduct markdowns .........+..+s000. 200 Bis 
3. Total inventory, plus additions, net.... $ 9,800 $6,000 38.77% 
aU GEE sas ancbonaycecansnmicssontes 2,000 
5. Closing retail inventory..............-. $ 7,800 
ae er 4,775.94 
7. Cost of sales (line 1 less line 6)....... $1,224.06 
8 Gross margin (line 4 less line 7)...... $ 775.94 


It is apparent that the effect of improper handling of mark- 
downs has produced a higher closing inventory cost and conse- 
quently a lower cost of sales and a greater gross margin. In the 
correct procedure the entire markdown loss affects the current op- 
erations. This produces an inventory practically equivalent to cost 
or market, whichever is lower. 

In the incorrect method the markdown loss is spread over the 
entire value of merchandise handled during the accounting period, 
i¢., over the “total inventory, plus additions.” Consequently only 
a proportion of the markdown loss is absorbed during the current 
accounting period equal to the ratio of sales to retail accumulations 
(before markdowns). In the present example, the markdown loss 
is the cost value of $200 at retail, or $120 (60 per cent of $200). 
Retail sales were one-fifth of total retail inventory, plus additions, 
or $10,000, Thus only one-fifth of $120 (markdowns at cost) 
was absorbed during the period. This can be proved as follows: 
Gross margin on $2,000 of sales, had there been no markdowns, at 
40 per cent mark-on would be $800; gross margin as calculated 
in incorrect manner, $775.94. The difference, $24.06, is equal to 
one-fifth of $120. In the correct procedure the entire loss of $120 
is absorbed, and the resultant gross margin is $680 instead of 
$775.94. 
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It may be noted that in the incorrect procedure, the closing in- 
ventory at cost represents a higher percentage of closing retail in- 
ventory than in the correct method. The effect produced by the 
wrong procedure is to develop an inventory cost value on the basis 
of original (invoice) cost, whereas, to repeat, the proper method 
yields an inventory figure practically equivalent to cost or market, 
whichever is lower. 


Income Tax Regulations 

At the time of the passing of the Revenue Act of 1918, the retail 
inventory method was already established as standard practice in 
several hundred retail stores, many of whom had been using it 
from as early as 1912 and even earlier. Official recognition of the 
retail inventory method for income tax purposes was first incor- 
porated in Regulation 45 in 1918 by a Treasury Decision (3058) 
which contained detailed instructions for use of the retail method 
and the maintenance of records. Regulations 111 (Section 29.22 
(c)-3) in defining inventories at cost states, among other things, 
as follows: 


In any industry in which the usual rules for computation 
of cost of production are inapplicable, costs may be approx- 
imated upon such basis as may be reasonable and in con- 
formity with established trade practice in the particular in- 
dustry. Among such cases are * * * retail merchants who use 
what is known as the retail method in ascertaining approxi- 
mate cost (see section 29.22 (c)-8). 


The regulation then goes on to describe the conditions for use of 
this method. These include a clear designation on the tax return 
of its use, the keeping of accurate, permanent, and detailed records, 
and consistency in adhering to the method. The Regulation also 
prescribes the formula to be employed in arriving at the cost of the 
closing inventory and specifically requires departmentalization and 
the separate calculation of markup percentages for each depart- 
ment or class of goods in place of a blanket markup. These per- 
centages must provide “that proper adjustment should be made 
for all markups and markdowns.” The latter are allowed only 
where goods are offered to the public at the marked down price. 
Taken as a whole, the present regulations recognize the basic prin- 
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ciples of the retail inventory method as the latter has been devel- 
oped through the National Retail Dry Goods Association and used 
in department and specialty stores. However, the present regu- 
lations and interpretations thereof are a result of the settlement of 
some controversies on the subject. The latest of these was in 
1939, at which time a member of the National Retail Dry Goods 
Association informed the Association that there was a difference 
of opinion between the corporation and the examining agent of 
the Bureau of Internal Revenue concerning the method followed 
by the taxpayer in the keeping and reporting of its annual inven- 
tories and the method by which such inventories were being re- 
duced to cost or market, whichever is lower, for the purpose of 
ascertaining taxable income. 

In the case of this taxpayer the final report of the examiner 
said, “The regulations require that the percentage of markup shall 
be computed upon the basis of net markup. That is the only con- 
struction which can be placed on the provision that . . . ‘adjust- 
ments should be made for all markups and markdowns’.” The 
interpretation that had been placed on the Regulations by the ex- 
amining agent was that markdowns should be considered as adjust- 
ments in arriving at the percentage of markup to be used in re- 
ducing the retail inventories to a cost or market value. This in- 
terpretation was not in accord with the standard method approved 
by the Association as reflecting the best accounting practice in the 
retail field and conforming to Section 1588 of the regulations of 
1918 and subsequent Treasury Decisions issued by the Bureau of 
Internal Revenue after 1918. After a complete investigation of 
the matter, the Taxation Committee of the National Retail Dry 
Goods Association concluded that the taxpayer had conformed 
with all of the principles of the retail inventory method. They 
then held conferences with the Interpretive Section of the Bureau 
of Internal Revenue so that appropriate instructions might be is- 
sued to the examining agents. The Committee took these steps 
because of the principle involved that would affect all taxpayers 
using the retail inventory method, and the method prescribed by 
the examining agent would result in an inventory valuation greater 
than its sound value and higher than conservative management 
justifies. It should be noted that the standard method in use takes 
No account, in the computing of the percentage of markup by 
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which the retail inventory is reduced to cost or market, whichever 
is lower, of any markdowns taken throughout the year. A record 
of markdowns is used only for the purpose of keeping an accurate 
weekly or monthly record of the book record of the inventory at 
retail against which the actual physical inventory at retail at the 
end of the period is checked for shortage or shrinkage. 

As stated before, the examiner in the case involved had inter- 
preted the regulations to require that markdowns be taken into con- 
sideration in computing the percentage of markup. If this were 
done, the taxpayer would have an inventory value at approximately 
the original cost invoice price, no matter how many items in the 
inventory at the time of listing are selling at prices below their 
original selling price. To do so would defeat the purpose of the 
retail method. 

The whole controversy hinged on an interpretation of the mean- 
ing of a provision of the regulations which is as follows: 


The total of the retail selling prices of the goods included in 
the opening inventory plus the retail selling prices of the 
goods purchased during the year, with proper adjustments to 
such selling prices for all markups and markdowns. It was 
never intended by the proponents of the retail method to in- 
clude markdowns in the computation of purchase markup. 
It was a mystery to the N.R.D.G.A. Taxation Committee as 
to how the clause about markdowns used in keeping the book 
inventory came to be combined with the paragraph on “pur- 
chase markup.” After several conferences a Treasury De- 
partment decision was issued which later became a part of the 
Regulations. This provided that where a taxpayer consist- 
ently follows the practice of adjusting the retail selling prices 
of the goods included in the opening inventory and purchased 
during the year for markups but not for markdowns, may 
continue such practice. The Treasury decision also gave a 
clearer definition of markups and markdowns. 


Uses of the Retail Method 

The retail inventory method has been discussed as an easy means 
of arriving at inventories for retail stores which is acceptable both 
as good accounting practice and for income tax purposes. It is 
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a means of distributing a company’s gross profit to the various de- 

partments which contribute to its operations ; this ties in with the 

standard method of expense and cost accounting for allocating a 

retail establishment’s net profit on a departmental basis. The 

retail method itself contributes many merchandising statistics 

which are useful for the successful operation of a retail store. De- 

partmental book inventory figures may be used for the following 

purposes : 

1. They permit the periodical determination of profit without 
the necessity of taking physical inventories. 

2. They facilitate the intelligent planning of sales, purchases, 
and inventories. 

3. They make easy the ascertainment of stock shortages and 
their allocation to types of merchandise. 

4. They afford an intelligent basis for insurance coverage and 
loss settlements. 





Many helpful reports are easily obtained from the records kept 
under the retail method which can be used with benefit by the 
management. 


1. Reports of periodic departmental gross profit can be used 
for comparison with prior periods, bringing to attention 
unprofitable departments so that immediate plans for cor- 
rection can be made. Comparison can also be made be- 
tween departments in relation to average stocks, selling 
costs, advertising costs, buying costs, etc. 

2. Reports on month-end inventories can be used for com- 
parison of stock turnover with that of a prior year or with 
a desired turnover; checking and correction of merchan- 
dising plans; bringing to attention slow-moving stocks; 
and comparison of stock-sales ratio with the same month 
of the previous year. 

3. Reports of markdowns can be used to bring to the attention 
of the management items or lines which contribute an un- 
usually large proportion of the total markdowns; to make 
comparisons between related departments and with past 
periods ; and to indicate the advisability of changing mer- 
chandising practices to increase the gross margin in cer- 
tain lines, 
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Many department and specialty stores are members of the Na- 
tional Retail Dry Goods Association and contribute to annual sur- 
veys by that organization with reference to departmental operating 
results. The Association also sponsors annual surveys by the Har- 
vard Bureau of Business Research with reference to over-all op- 
erating results through the use of detailed expense classifications. 
The results of these surveys are published annually and make 
available many valuable operating figures for the guidance of retail 
merchants. 





June Cost Conference Canceled 


At its meeting on Friday, March 23, the National Board voted to cancel 
the International Cost Conference scheduled to be held in late June of 
this year. 

For some time it has been clear that cancellation would be inevitable 
unless there occurred a substantial change in ODT regulations and national 
conditions. The possibility that any such change will occur in time to 
permit holding our conference now seems too remote to justify deferring 
further a definite decision to cancel. 

Although the Board of Directors was unanimous in taking this impor- 
tant step of cooperation in our national war effort, it was also unanimous 
in regretting the necessity of cancellation of this important phase of our 
activities even for one year. Our cost conferences have been a major 
contribution to our membership and to industry. Conferences held since 
the war began have each been concerned with problems of national import. 
There are other problems ahead on which we can be of great help. 
We will resume our program of regular national and regional conferences 
as soon as conditions permit, for we consider them a vital part of our 
Association program. 

In the meantime plans are in their final stages for substitute projects to 
approximate as nearly as possible the normal accomplishments of our 
conferences. You will be informed of these plans at the earliest possible 
date. 


* * > * > 


John R. Morse 


Cleveland Chapter lost one of its staunch members on March 21, when 
John R. Morse succumbed to a sudden heart attack. During the critical 
depression years from 1931 to 1937, Mr. Morse served the Cleveland 
Chapter as Director of Publicity and Publications. A member of the 
Association since 1926, he made many valuable contributions to his Chapter 
and to the Association. During recent years he has served as a civilian 
employee of the War Department Signal Corps and was recently awarded 
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a service ribbon by the War Department for recognition of exceptional 
work in solving management, procurement, and production problems at 
army camps. 
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Snort Reports oN ITEMS OF CuRRENT INTEREST TO INDUSTRIAL 
i ACCOUNTANTS 


Office of Contract Settlement Issues Rules of Practice and Pro- 
cedure Governing Appeals—Regulation 15 of the Office of Contract 
Settlement contains the rules of practice and procedure which are pre- 
scribed to govern proceedings for the Appeal Board of the Office of 
Contract Settlement. The regulation which is given ia full in the Federal 


f Register of March 24, 1945, contains twenty rules pertaining to the follow- 
ing items: 

‘ 1, Address of Appeal Board, and business hours. 
> 2. Representation before the Board. 
z 3. Limitation on time for filing notice of appeal. 

4. Initiation of appeal. 

5. Assignment of proceeding number; transmission to contracting 

agency of notice of appeal and documents in support of appeal. 
, 6. Response; submission by contracting agency of documents in sup- 
. port of findings or failure to make findings. 
: 7. Place of hearing; requests and designations. 
' 8. Panels. 
‘ 9. Demand for panel of three members. 
: 10. Preliminary conferences. 
‘ 11. Submission without hearing or appearance. 
12. Submission of dispute between war contractor and subcontractor. 

13. Notice of hearing. 
, 14. Conduct of hearings. 
4 15. Burden of proof. 


; 16. Subpoenas; witness fees. 

17. Failure to negotiate in good faith or furnish information. 
18. Consolidation of cases. 

19. Award or decision. 

20. Prosecution of fraud. 


| Rule 3, relating to time for filing notice of appeal states that such notice 
| must be filed: 


a. Within 90 days after delivery to appellant of written findings by the 
contracting agency, or 

b. In case of protest or appeal within the agency, within 90 days after 
the determination of such protest or appeal, or 
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c. In case of failure to deliver such findings, within one year after Pa 
appellant’s demand therefor. In t 
form 

Se (eos. 2s, “6 one 

Advance Planning for Terminations—The second issue of the Army- tory. 
Navy Production Adjustment Bulletin, dated March 22, 1945, contains allov 
some interesting facts concerning advance planning for terminations, and not 
pretermination agreements. It lists the following points as being suitable gene 
for inclusion in either formal or informal agreements prior to termination: who 

1. Stop work pcints—in recognition of the factors of safety, spoilage, payn 

and clearance of production equipment. 7. 

2. Termination inventory—relating to disposition thereof. “The con- 

tractor can asceriain in advance of termination what types of prop- 

erty he wishes to retain for his own use, what he can return to Ur 
suppliers for credit, what he can sell to others, and finally what he Rese 
believes should be declared scrap and sold as scrap. Not only can a Mr. 
pretermination agreement be made on what the contractor will do inves 
in these respects, but the Government can also agree in advance as to fs 
to what parts of a termination inventory it will require, what packag- resea 
ing and preparation will be necessary for termination inventory to and 
be shipped to disposal agencies, and whether or not the contractor of th 
will need to find storage space for residual inventory in case he is meth 
asked to make an agreement to store for the War and Navy Depart- matic 
ments.” tice i 

3. Count and multiply—relating to determination of unit costs and In 

retention values. field 

4. Government-owned production equipment—relating to ear-marking conti: 

such equipment which contractor may wish to retain. porte 

5. Cost elements—reaching agreement on questionable items of cost, provi 

treatment of administrative expenses, etc. - Vario 

6. Profit—determination of satisfactory method of determining profit. woul 

7. Subcontractors—relating to advance analysis of questions which will exper 

arise between the prime contractor and his subcontractors. Th 

8 Interim finance—relating to advance decision concerning need for ment 

partial payments or bank loans. to pi 

9. Settlement expenses—relating to the determination of the kinds of exten 

settlement expense which will be reimbursable. maces 
* * * * *& 

Revised JTR Forthcoming—First revision of the Army-Navy Joint Th 
Termination Regulation is in process and distribution is expected in April. Jeter 
The changes and amendments will be printed in loose-leaf form and will Klein 
be mailed automatically to all those who previously received the original Spot 
JTR. Changes will deal with CPFF contracts, the consolidating termination pany, 
program, and the functions of the newly created termination coordination and ] 
committees, particularly as to their part in pretermination planning. of Bi 
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Payments to Employees in Armed Services—New Development— 
In the February, 1945, Cost Currents it was reported that payments to 
former employees in the armed services would not be deductible for tax 
purposes unless made pursuant to a regular plan which is nondiscrimina- 
tory. This ruling has now been changed, and such payments will be 
allowed as deductions, if reasonable, and even though the employer has 
not adopted a plan or policy of making such payments to its employees 
generally. In the absence of a regular plan for providing for all employees 
who are temporarily absent because of service in the armed forces, a 
payment to an ifidividual will be considered reasonable only if it does 
not exceed the amount paid that employee prior to his entry into the forces. 





Forward Step in Research 


Under the leadership of George Ellis, National Director in charge of 
Research, the Association has taken a forward step in its research activities. 
Mr. Ellis in a report to the Board not only analyzed the directions which 
investigations might take and recommended certain organizational changes 
to facilitate the accomplishment of desired results. He indicated that our 
research “should include: (1) a determination of what is <urrent practice 
and the nature and extent of variations in practice; (2) » determination 
of the underlying influences, reasons, and considerations which cause each 
method to be adopted; and (3) an analysis and arrangement of the infor- 
mation so obtained to develop and promote conclusions of preferred prac- 
tice in industrial accounting.” 

In order to provide for necessary preliminary work in mapping the 
field and selecting areas for study, for review of findings, and for needed 
continuity, Mr. Ellis recommended that the Director of Research be sup- 
ported by a research committee. This committee would be selected to 
provide a wide range of experience and viewpoint and to represent the 
various fields of industrial accounting practice. The committee in its turn 
would draw on the vast resources of our membership for specific and 
expert assistance and experience. 

The Board accepted Mr. Ellis’ recommendation and authorized appoint- 
ment by the President of a research committee. Headquarters is prepared 
to provide the necessary staff assistance. All this should result in the 
extension of research activities which has long been recognized as a 
necessary step in the growth of N. A.C. A. 


Personal Notes 


The Worthington Pump and Machinery Corporation, of Harrison, New 
Jersey, has announced the election of Charles A. Packard and Frank 
Klein as Vice Presidents. Mr. Packard, a Past National Director and 
Spot Club Member, becomes Vice President and Controller of his com- 
pany. Mr. Klein, who is currently serving N.A.C.A. as Vice President 
and Director in charge of Chapters, becomes Vice President and Director 


of Budgets. 
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Charles W. Tucker, a Past President of the Boston Chapter and a 
former National Director has been appointed Controller of the Childs 
Company, operators of the nationally-known restaurant chain. He is now 
located at the Childs Company’s executive offices in New York City. 


> * al a * 


Financial Statements Adapted to Readers 


Members who recall the article, “Men Were Deceivers Ever,” by William 
H. Franklin, Controller of the Caterpillar Tractor Co., in the Bulletin for 
September 15, 1944, and the subsequent discussion in the Forum Section 
of the Bulletin of Mr. Franklin’s proposals regarding the form and ter- 
minology used for financial statements, will be interested in the way in 
which these proposed changes have been reflected in the financial state- 
ments contained in the Annual Report of the Caterpillar Tractor Co. 
for 1944. The 1944 financial statements are shown below: 


STATEMENT OF FINANCIAL POSITION, DECEMBER 31, 194 


Caterpillar Tractor Co. and its wholly owned subsidiary 
Caterpillar Military Engine Company 








CR: Senses du dies sp ¥deeebbeleudet Were ctuess $ 5,796,268 
Notes and accounts receivable, less estimated bad 
IN "is rtstint ht osm acs saatiianinns sued iad 22,775,026 
Inventories—on basis of cost or market, _which- 
ever lower .......... BEUs rede ce er seeds ches eres 40,703,519 
PE) CORIO Aas hoownccdiicecsotunebeegy ates $69,274,813 
S: 
EE SE oie oad oe non t hake hae ae $ 5,000,000 
ME OEE. fF dade esas éiccbocdebascvet 17,827,675 
Accrued wages and expenses........-.......4+- 3,533,651 
Re ae $23,215,195 
Less: United States Treasury Notes 
—Tax Series C...........- 23,000,000 215,195 
Combet: TIES. «dink cvncivenessteyies 26,576,521 
CR Ter $42,698,292 
Post-war refund of federal excess profits tax..... 1,679, ” 
Patents, trade-marks and goodwill............... 


—- buildings, machinery and equipment—at cost. . $36,688,184 
Less: Depreciation and amortization thereof allo- 








cated to operations to date............. 22,291,523 14,396,661 

Prepaid insurance, taxes, etc...........seeeeeeees 141,674 

Working capital and other assets............ $58,915,801 
Derived from: 

Capital stock—common (Stated capital $9,411,200)........ $23,144,777 

Profit retained in the business since incorporation in 1925.. 35,771,024 

$58,915,801 
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CAPITAL STOCK 


Ni umber of shares 
Authorized Issued 


Preferred: five per cent cumulative—par 
value $100 per share................... 250,000 none 
Common: without nominal or par value.... 2,500,000 1,882,240 


STATEMENT OF OPERATIONS FOR THE CALENDAR YEAR 
1944 


Caterpillar Tractor Co. and its wholly owned subsidiary 
Caterpillar Military Engine Company 


UL cis: 2 cine 0 hdndu ew udides CELE nee ai dkbis bie ates Dl chee $245,949,525 
Costs : 
Materials, supplies and services purchased, etc.. .$151,891,559 
J Ry ee et PR, yee 67,811, 
Depreciation and amortization allocated to the 
Rear ass SE See 4,176,768 
Interest expense (met)........ccccceccceccecss 16,047 
Federal taxes based on income................. 19,616, 417 
$243,512,239 


Less: Inventories purchased or manufactured in 
excess of inventories sold during year.. 5,226,627 


238,285,612 
Profit for year—$4.07 per share..............ecsececeecees $ 7,663,913 
Dividends paid in cash—$2.00 per share.................004- 3,764,480 
Profit for year retained in the business...................04. $ 3,899,433 
Profit for past years retained in the business................ 31,871,591 


Profit retained in the business since incorporation in 1925.... $ 35,771,024 


Note 


The Trophy standings on the following page do not include credit for 
February publicity. From now on publicity credits will be reported one 
month following the month to which they apply, i.e., February publicity will 
be shown in March, etc. 
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22 247 10 101 50 30 48 42 482 200 30 
279 100 50 25 48 42 558 200 30 
i2 267 65 90 50 30 48 41 686 200 30 
12 314 .. 50 60 30 48 42 576 200 30 
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